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August 1977 
LA PAZ, BOLIVIA 


SUMMARY: Bolivia's GDP grew by 6.7% in real terms in 1976 according 
to official figures and prospects are for continued high growth in 
1977-78, due to favorable prices for Bolivia's major minerals exports, 
the influx of foreign development financing, and strong public and 
private sector investment. Inflation was held to 12% in 1976 and 
tight wage and price management and conservative monetary and fiscal 
policies should allow the government to hold inflation to its 15% 

goal in 1977. 


The balance of payments improved considerably starting in mid-1976 
due to rising minerals prices, especially for tin, and rising dis- 
bursements on foreign financing. An overall surplus of $65 million 
occurred in 1976 and a similar surplus is expected in 1977. Exports 
reached $566 in 1976 (FOB) and should exceed $650 in 1977. The 
government signed $404 million in new foreign loans in 1976 with a 
comparable amount expected this year. Net foreign exchange reserves 
exceeded $220 million in mid-1977, the highest level ever recorded 
in Bolivia. The 20 pesos to $US1.00 exchange rate which has been 

in effect since 1972 appears stronger than ever and the Bolivian 
government seems determined to maintain the peso at its present value 
for the foreseeable future. 


In May 1977 the World Bank's Consultative Group in Paris expressed 

its approval of Five Year Plan projects for which the GOB is seeking 
external financing. Private lending institutions attended the Paris 
meetings, and their reaction to Bolivia's proposed list of development 
projects was also very favorable. Planned investments represent 
excellent sales opportunities for US exporters of capital equipment 
and intermediate goods and for engineering and construction con- 
sultants and firms able to offer comprehensive project packages 
combining US technology, equipment and financing. 


A cloud on the economic horizon is the decline in petroleum production 
and exports in 1976-77 due to well depletion and falling reserves. 

New fields discovered by Occidental Oi! Company and by YPFB (the state 
petroleum monopoly) should raise 1978 production almost to the pre-1977 
level, but additional discoveries will be needed if production is to 
keep pace with rising domestic consumption and still contribute to exports, 
Another cause for concern is the hardening terms of Bolivia's foreign 
debt and a rising debt service requirement. While the debt service 

was only about 20% of export values in 1976, exports will have to 
continue rising rapidly to maintain foreign debt service within 
reasonable bounds. Both problems appear to be manageable, however, if 
prudent government economic policies are followed and the overal! 
prospects for Bolivia's economy in 1977 and 1978 remain bright. 


3) 


BOLIVIA KEY ECONOMIC INDICATORS 


All Values in US $ Million & Represent Period Averages Unless Otherwise Indicated 





% EST 

EXCHANGE RATE: $US 1.00 = $b 20 1975 1976 CHANGE 1977 
INCOME PRODUCTION EMPLOYMENT 
GDP* at Current Prices 2,154 2,628 22 - 
GDP* At Constant 1970 Prices 801 859 7 - 
Per Capita GDP Current Prices 476(1) 565(1) 19 - 
Fixed Capital Formation 349 373 7 - 
Personal Income NA NA NA - 
Electric Power Consumption (La Paz) 

Million KW 269 280 4 144 (2) 
Indices: (1970 = 100) 

Industrial Production 138 151 9 NA 

Avg. Industrial Wage 137 152 1 
Labor Force (000) 2,296.3(1) 2,358.3(1) 2,421.7 
Avg. Unemployment Rate (%) 4 4 3.5 
MONEY AND PRICES 
Money Supply 233 320 37 352 (2) 
interest Rates (Commercial Banks*) 15% 15% 15% (2) 
La Paz Cost of Living Index 

(1966 = 100) Average 317.9 332.1 i 347.5(2) 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves 

(Gross) 148 173 17 232 (2) 
External Public Debt (Disbursed) 883 1,107 25 NA 
Annual Debt Service** 92 1 21 NA 
Balance of Payment +(-) (44) 6.3 NA 
Balance of Trade +(-) (53) 4 : 
Exports FOB 462 566 23 - 

US Share 29% 36% = 
Imports FOB 515 562 9 > 

US Share 25% 27% 5 


(1) A population census was realized in September 1976, for this reason these figures 
are preliminary, because final results are not available. 
(2) Through June 1977. 


* The government imposes a 7% tax on bank credits for commercial purposes, raising 
the actual interest rate to 22%. 


xk Amortization plus interest. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Favorable trends which became evident during 1976, Bolivia's fifth 
consecutive year of stable upward growth, have persisted into 1977, 
promising another year of solid economic expansion. The combined 
effects of rising world prices for Bolivia's major minerals exports, 
increased external financing, tight wage and price management, and 
conservative monetary and fiscal policies permitted real growth in 
1976 or 6.7%, with inflation of only 12% according to official 
statements. While money supply expanded by 31% in 1976, most of the 
increase was absorbed by a 65% increase in commercial bank time and 
current deposits which augmented the country's domestic savings base. 
During the first half of 1977, savings and time deposits rose again, 
by 74% over the same period in 1976. Policy-makers are attempting 

to direct a greater share of internally generated financial resources 
to medium-term credits for development purposes, as reflected in a 
series of decrees affecting the composition of commercial bank loan 
portfolios issued in June 1977. Deficit spending by the government 
was about $82 million in 1976 and a moderate increase to $87 million 
is budgeted for 1977. Present trends and policies are therefore likely 
to result in growth levels comparable to 1976 with inflation projected 
by the government to remain below 152. 


Rising world minerals prices caused exports to grow by 23%, in 1976, 
to $566 million (FOB). tn 1977, price levels reached record levels 
and overall exports are expected to exceed $650 million, a 15% increase. 
Government policies, including prior import deposit requirements 

and selective embargoes on non-essential consumer goods, cut 

import growth to 9% in 1976. Imports for development projects and 
rising per capita income may put some upward pressure on imports in 
1977. $404 million in new foreign loans for development projects 

were contracted by the public sector in 1976 with international lending 
institutions, bilateral donors and private capital sources. Approxi- 
mately the same amount in new loans is to be signed this year, with 
disbursements projected to exceed $400 million, compared to about 

$300 million in 1976. In April 1977, the government made a highly 
successful bond issue of $15 million in London. The bonds, which were 
purchased by 60 financial and banking institutions, generated 

resources for investment in agro-business industry, mining and housing. 
Net foreign exchange reserves exceeded $220 million in July 1977, a 
record high for the country. Bolivia's balance of payments is expected 
to register a surplus of $60-65 million in 1977, about the same as 

in 1976. The peso exchange rate of 20 to $US1.00 appears very strong 
and government officials have expressed the intention to maintain 

the peso at that rate. 


Prospects are generally very good for a continuation of rapid 
economic growth in 1977 and 1978. Positive trends in the external 
sector coupled with successful government measures to stimulate 
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domestic savings are providing the basis for strong public sector 
investment as well as augmenting public confidence in President 
Banzer's government. In addition, the recommendations of the study 
made by a Harvard team of economists led by Richard Musgrave for a 
thoroughgoing reform of Bolivia's fiscal system are currently being 
reviewed by government authorities. Based on a separate Harvard 
study, measures to revamp the minerals tax system are also being 
developed. 


During 1976 and the first half of 1977, Bolivia's mining sector has 
shown marked recovery from the period of reduced prices in 1975. 
Minerals exports reached $379 million (CIF) in 1976, a 20% increase 
over 1975. Minerals export values for the first half of 1977 rose 
by 37% to $232 million (CIF) compared with $169 million for the 
same period in 1976. The increase was due mainly to rises in world 
prices for tin and tungsten. By mid-August, tin prices had risen 
from the 1976 average by 49%, tungsten prices had risen by 542, 
lead by 40%, silver by 6%, zinc by 2%, while bismuth and antimony 
dropped by 12% and 7% respectively. Minerals export values are 
expected to increase by about 27% for the year in 1977. The volume 
of tin exports (Bolivia's largest export commodity) will increase 
by 3% to 31,300 metric tons, of which about 16,300 MT will be 
smelted domestically. Other minerals exports will remain at about 
1976 volumes, with the exception of zinc (plus 62%) and tungsten. 


The financial situation of the private mining sector continues to 
improve and investment plans, particularly in minerals processing, 
are being developed. Over $14 million was granted by BAMIN (the 
state mining bank) and Banco Industrial in 1976 to the medium and 
small mining sub-sectors. More credit to these sectors is likely 
in 1977, based on $18 million these two institutions have received 
from international agencies. New mining exploration projects also 
are to be financed by the Minerals Exploration Fund recently 
established by the government. A new Mining Development Law announced 
by the government early in 1977 is under consideration, but has not 
yet gone into effect. “°°” 


COMIBOL, the large state-owned mining company, is proceeding with 
the 30 exploration and 14 major mining development projects planned 
through 1980. A new exploration/extraction project was recently 
started for an open pit mining operation at Catavi, COMIBOL's 
largest tin mine. This project would increase the life of the mine 
by 25 years. A feasibility study for the Mutun iron-steel complex 
is due for completion in late 1977. Results of the study and 
availability of financing will determine whether the state iron and 
steel company (SIDERSA) will go ahead with the $500 million project. 
Recent agreements signed between Bolivia and Brazil would allow 
SIDERSA to export 410,000 MT of long, non-flat steel to Brazil by 
1981, tron deposits located in Cochabamba and Oruro are also under 
study for smaller pig-iron projects. The state smelting and refining 
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company, ENAF, has completed the enlargement of its Vinto tin 
smelter and has begun work on a 10,000 MT per year low grade tin 
smelter there, to be inaugurated in January 1979. ENAF's 5,700 MT 
per year antimony smelter is currently operating at less than 
capacity because antimony stocks are high and world prices are low. 
Other smelting projects such as a lead-silver smelter, a zinc 
refinery and copper smelter and a second antimony smelter are 
moving ahead. These developments suggest an optimistic outlook 
for Bolivia's minerals sector through 1978 assuming that world 
minerals prices remain at reasonable levels. 


Bolivia's petroleum production has fallen in recent years, from 
42,000 barrels per day in 1975 to 35,000 in 1977, due mainly to well 
depletion. Petroleum reserves (176 million barrels as of December 31, 
1976) have also fallen. The national petroleum company, YPFB, produced 
14.8 million barrels of crude petroleum and exported 8.1 million 
barrels during 1976. Due to continued high world prices, petroleum 
export values for the year are expected to rise slightly from $112 
million in 1976 to $117 million, despite a decline in export volumes. 
During the first half of 1977, crude petroleum exports fell to 2.5 .. 
million barrels, a 36% decline over the same period in 1976. Trends* 
in output and exports of natural gas have been more positive. YPFB™ 
exported a total of 55 billion cubic feet of natural gas to 

Argentina in 1976, and 26.1 billion cubic feet during the first 
semester of 1977. Argentina and Bolivia recently negotiated a new 
price agreement for natural gas, raising the price per thousand 

cubic feet (MCF) to $0.98. This new price will be charged from 

July 1977 to October 1977, when the price will become $1.05 per MCF 
of dry gas. Bolivia also receives premiums for natural gas and 
condensates. 


Of the eighteen operation contracts signed by YPFB with foreign 

oi] companies, only three (all US: Occidental, Tesoro and Philips) 
are still operating in Bolivia. Two have struck gas with condensates 
and all three continue drilling. Occidental's Tita field will be 
linked to the Santa Cruz/Yacuiba oil] line in January 1978, by a 
pipeline to be constructed by William Bros. A gas line will also 

be completed in May 1978. YPFB on its own has continued its yearly 
investment of about $15 million in exploration. YPFB's Cambeiti 

and Espejos oil fields, discovered in 1975-76, are still under 
development and production is to begin in 1978. These new discoveries 
will almost offset the petroleum export decline of 1977, and 1978 
should be a better year for Bolivia with a volume of exports 
exceeding 7 million barrels with a value of about $107 million. 


Bolivia's commercial agricultural export sector centered in the 
eastern province of Santa Cruz, continues to grow with export values 
reaching $60 million (FOB) in 1976. Despite a cutback in area 
cultivated from 40,000 hectares in 1975 to 29,000 hectares for the 
1976 season, cotton exports reached $11.4 million. Other commercial 
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agricultural crops also performed well, although sugar exports have 
been hurt by the drop in world prices which occurred in July 1976. 
The outlook for 1977 is good, with agricultural exports expected 

to total $82 million (FOB). Also, the government is actively seeking 
to increase and diversify Bolivia's non-traditional products. A 
recently announced set of export incentives provides for exemptions 
from export taxes and royalties, and from domestic sales taxes; and 
establishes a rebate mechanism for agricultural and handicraft 
exports, allowing compensation of 10% FOB value plus a percentage 
based on domestic content. The new incentive program should make 
investment opportunities in agro-business even more attractive and 
viable for US firms. 


IMPLICATIONS FOR THE UNITED STATES 


Prospects for external financing of many projects contained in 
Bolivia's ambitious Five Year Plan brightened in May, when the World 
Bank's Consultative Group in Paris approved the project list presented 
by the government. Private financial community representatives also 
reacted favorably to the proposed list. 


During the coming years, principal export opportunities will be in 

the areas of mining and minerals processing, petroleum extraction 

and refining, petrochemicals pipelines, road and airport construction, 
aircraft maintenance, railroad rehabilitation and maintenance and 

the acquisition of rolling stock, agricultural machinery and food 
processing equipment. Bolivia also plans to develop an automotive 
industry based on production of 4.6-9 ton trucks, and utilizing 
Andean Pact trade benefits. Proposals from the major US manufacturers 
as well as German, Japanese and Italian companies are under study 

and purchases may begin in 1978. In the social sector, investments 
are being made in hospital construction and medical equipment, housing, 
building construction, schools and educational materials. Joint 
venture partners are being sought by the private sector to invest 

in low to medium cost housing developments. US exports to Bolivia were 
$133 million in 1976, down slightly from 1975 levels of $138 million. 
From January to March 1977, US exports to Bolivia were $35 million, 
about the same level as in 1976. The Bolivian government maintains 

a favorable attitude toward foreign direct investment, and within 

the bounds of Andean Pact regulations actively seeks to attract 
private capital from abroad. In May, the Overseas Private Investment 
Corporation sponsored an Andean Investment Mission which visited 
Bolivia and met with public and private sector representatives to 
discuss investment and sales opportunities. 


The public sector purchases approximately 702 of all imported goods 

and services. While US products are often thought to be technotogically 
superior, price and financial terms are generally decisive. All 

foreign companies require a Bolivian representative to bid on public 
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tenders. Competition for the Bolivian market comes not only from Japan, 
and Western industrial nations, but from Brazil and Argentina, whose 
credit and delivery terms are extremely attractive. However, US firms 
with an aggressive local representative, which can offer reasonable 
delivery times and competitive prices, have an excellent chance of success 


in Bolivia's market. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cente, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





